
SEMINOLE COUNTY GOVERNMENT
AGENDA MEMORANDUM

MOTION/RECOMMENDATION:
Approve a Resolution Amending the County's Administrative Code Section 3.35, Investments, 
to update and clarify the County's Investment Policy. 

BACKGROUND:

At the December 11, 2007, BCC meeting County staff was directed to evaluate our investment 
policies and provide an assessment and recommendations for the Board's consideration.  
Staff determined that an outside firm providing this overview was the most appropriate method 
in proceeding forward and contacted First Southwest Asset Management to conduct a review 
and analysis of the fixed income portfolio for Seminole County as of March 31, 2008 inclusive 
of the following:

1.   Review the written policy for compliance with Florida investment law.

2.   Review all individual securities held in the Portfolio for compliance with written investment 
policy.

3.   Verify security pricing.

4.   Perform market analysis under various rate scenarios.

5.   Determine appropriate benchmark comparisons.

6.   Provide graphic portfolio breakdown summaries.

7.   Recap market and interest rate conditions over the prior quarter and assess the current 
rate environment.

8.   Recommend potential changes to investment policy, market strategy and Portfolio
composition.

9.   Present the formal written review at a time and date as specified by the County.

 Regular 9/9/2008 Item # 31

 
SUBJECT: Administrative Code Amendment Section 3.35 Investments and Presentation of 
Investment Policy and Portfolio Review Report by First Southwest 

DEPARTMENT: Fiscal Services DIVISION: Administration - Fiscal Services

AUTHORIZED BY: Lisa Spriggs CONTACT: Angela Singleton EXT: 7168

County-wide Lisa Spriggs



The Consultant will be present at the meeting to provide a formal presentation of the 
“Investment Policy and Portfolio Review” report (attached) and will address any questions the 
Board may have.  The County’s Administrative Code Section 3.35, Investments has been 
revised to reflect the Consultants recommendations as well as modifications to provide for 
clarification as deemed appropriate. 

 

STAFF RECOMMENDATION:

Approve a Resolution Amending the County's Administrative Code Section 3.35, Investments, 
to update and clarify the County's Investment Policy.  

ATTACHMENTS:

1. Resolution
2. Investment Policy
3. Final Consultant Report

Additionally Reviewed By:

County Attorney Review ( Arnold Schneider )������
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SEMINOLE COUNTY FLORIDA       
Investment Policy and Portfolio Review  
Report Date: May 15, 2008 
 
The following review was based on information provided to First Southwest Asset Management, 
Inc. (FSAM) by the Seminole County Florida as well as “Yield Book” reports generated by 
SunTrust Robinson Humphrey, SunTrust safekeeping statements and Prima Portfolio Review and 
Investment Management Analytics.  
 
 
I  THE CURRENT RATE ENVIRONMENT  
 
As 2008 began, many experts still believed the U.S. economy would narrowly avoid a recession. 
Indeed, fourth quarter growth turned out to be slightly positive at up 0.6%, but first quarter 
economic data showed significant deterioration. Although the determination of whether or not an 
official recession has occurred is surprisingly subjective and not usually determined until long 
after a recovery has begun, the economy’s clearly in bad shape. Harvard Economist, Martin 
Feldstein, a member of the committee that officially determines whether a recession has 
occurred, said in late March that the current recession could be the most severe since WW2. A 
joint economic report by global consulting firm Oliver Wyman and Morgan Stanley supposed that 
“the (financial) industry is facing the most severe investment banking crisis in 30-years”.  Not to 
be outdone, retired Chairman Greenspan described the market turmoil as the “most wrenching” in 
more than 60 years.  
  
Fortunately, the Fed knows it has a problem, and the financial markets know the Fed knows it has 
a problem. Frederic Mishkin, a Fed governor and a close ally of Bernanke, recently told the 
National Association for Business Economics that the risks are so great that the economy may 
not be able to meet even the Fed’s modest forecast, which essentially calls for little or no growth 
in the first half of the year. Bernanke has assured investors that the Fed was "ready to respond to 
whatever situation evolves" …and so far, it has. The Greenspan Fed never cut the funds rate by 
more than 50 bps at a single meeting, but the Bernanke Fed did it twice in less than two months. 
They’ve sliced the overnight rate by 200 basis points during the first quarter, bringing the real fed 
funds rate below zero, cut the discount rate to within a quarter point of the funds target, opened 
the window to primary dealers and offered several innovative solutions to facilitate liquidity in the 
markets. Congress and the Administration have pitched in to the cause with promised rebate 
checks. And of course, income tax refund checks are already appearing in mailboxes. The 
stimulus is huge, but it hasn’t had a chance to work it’s way through the system. Right now, the 
market is still trembling from the Bear Stearns collapse and wondering when and where the next 
bomb will drop.  
 
At the end of April (as expected) the Fed cut the overnight funds rates by another 25 bps to 
2.00%, but will not meet again for two more months on June 25th. By that time, stimulus dollars to 
consumers will probably have sparked some noticeable GDP growth. A majority of economists 
are now predicting that the Fed has concluded its easing campaign, but several notable bears 
including Merrill’s Chief Economist David Rosenberg are forecasting that the Fed could resume 
easing in late 2008 or early 2009.  Regardless of where the bottom turns out to be, the Fed is 
unlikely to begin raising rates in the foreseeable future. 
 
 
II INVESTMENT POLICY COMPLIANCE WITH FLORIDA LAW  
 
Current investment policy was compared to Florida State Statutes Chapter 218.415 (attached as 
Exhibit A) in order to determine compliance with required provisions of the statutes.   
 
Following review, it was determined that the County’s investment policy, as written, 
adheres to all basic requirements as set forth in Florida Investment Law.   
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III INVESTMENT POLICY RECOMMENDATIONS  
 
There are a number of instances throughout the policy where institutions, laws or language is 
outdated or less appropriate.  In those cases in which changes are required, appropriate 
substitute language is recommended. In other cases, language may be suggested that 
strengthens or clarifies policy.    
 
Section: 3.35 Investments  
 
Point #1:  A. Purpose / Scope (2)        Page 1. 
The Florida statute that governs local government investment has changed. Policy currently 
reflects the older statute.  
   
Recommendation:  Change all Florida statute reference from Chapter 125.31 to Chapter 
218.415.  
 
Rationale:  Update reference to governing law.   
 
Point #2: C. Investment Performance and Reporting  (1)     Page 1.  
Performance measurement standards may not be appropriate to established risk parameters. 
The current policy states that the County shall try to achieve a performance level equal to or 
greater than the 90-day (91-day) Treasury bill rate or the monthly rate of the SBA.  The 91-day T-
bill rate is too short to be an effective benchmark and the SBA, at least for the time-being, may be 
too tainted to use as a measuring stick.  
 
Recommendation:  Clarify language and change the performance benchmark as follows –  
  
The portfolio’s weighted-average yield will be compared to established benchmarks each quarter 
with both a data table and corresponding graph presented to the Board. The benchmarks that 
shall be used are the average yield on the 6-month and 12-month Constant Maturity Treasury 
(CMT) indices during the prior quarter’s reporting period. The benchmark is intended to serve as 
an indication of general market yield and will establish a clear frame of reference and 
understanding for the County’s investment performance.  It is not intended as a hurdle that the 
County must meet, as this practice may encourage undue risk during periods of rapidly rising 
interest rates.    
 
Rationale:  To establish a more appropriate benchmark   
 
Point #3:  E. (3)  Federal Agencies        Page 2.  
The Student Loan Marketing Association (Sallie Mae) is a private company and no longer issues 
debt.    
 
Recommendation:  Delete Sallie Mae from Section (3) 
 
Point #4:  E. (4) Federal Instrumentalities       Page 3. 
The Federal National Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage 
Corporation (Freddie Mac), as described in this section, are not Agencies of the United States, 
but rather Government Sponsored Enterprises (GSE’s) which act as public companies. In several 
instances, issuer names are incorrect.    
  
Recommendation:  Rewrite to clarify as follows -   
Federal Instrumentalities (commonly referred to as “Agencies”) – bonds, debentures, and other 
evidence of indebtedness issued or guaranteed by the agency itself.  Issuers shall include, but 
are not limited to the Federal Farm Credit Bank (FFCB), the Federal Home Loan Bank (FHLB), 
the Federal Home Loan Mortgage Corporation (Freddie Mac) and the Federal National Mortgage 
Association (Fannie Mae).    
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Point #5:  E. (Add) Mortgage-back securities      Page 3. 
Mortgage-backs are complex and volatile instruments.  As such, they should be clearly 
authorized and defined by policy.   
 
Recommendation:  Add mortgage-backs as a specifically authorized investment type  
Mortgage-backed securities (MBS) issued by Fannie Mae, Freddie Mac and Ginnie Mae; limited 
to pass-through pools and balloons. Private label pools, whole loans and Collateralized Mortgage 
Obligations (CMOs) are not permitted.        
 
Rationale:  To control risk and limit exposure to a more volatile investment product.  
 
Point #6:  E. (5) Time Deposits         Page 3. 
Savings & Loans are now referred to as Banks or Savings Banks.  
 
Recommendation:  Delete reference to Savings & Loans. 
 
Point #7:  E. (6) Repurchase Agreements        Page 3. 
 
Recommendation:  
Consider rewriting this section to allow for broader use of repurchase agreements as an option for 
the investment of bond proceeds.  
 
Guaranteed Investment Contracts (GICs) and Repurchase Agreements (Repos).  Any investment 
in a GIC or Repo shall be done with providers that are Primary Dealers with a credit rating of A or 
better from S&P or Moody’s, or other financial institutions rated “AA” by S&P or “Aa” by Moody’s.  
Repurchase agreements shall include both overnight and term repurchase agreements to be 
priced daily, as well as flexible repurchase agreements (“flex repos”) which are authorized solely 
for the investment of bond proceeds. The maturities of Guaranteed Investment Contracts and 
Repurchase Agreements shall correspond to the County’s cash flow forecasts on the specific 
bond issue. Required collateral shall be maintained at a minimum of 102% of the outstanding 
balance of the contract or agreement along with accrued interest and shall be limited to securities 
authorized within this policy. Collateral shall be held with a third-party safekeeping agent and 
registered in the name of the County.   
 
All GIC or Flex Repo investments must be competitively bid and fully documented. The 
investment of bond proceeds into a GIC or Flex Repo must be approved by the Board prior to 
initiating the bid process, although the Board will not be required to approve the specific bid.         
 
Rationale:   
Repos and GICs are safe and conservative vehicles for the investment of bond proceeds.     
 
Point #8:  E. (Add) AAA-rated Money Market Funds     Page 3. 
 
Recommendation:  Add money market funds as an alternate liquidity vehicle to the SBA pool.    
SEC-registered, AAA-rated money market funds offered by prospectus with permitted 
investments limited to government securities and repurchase agreements backed by government 
securities.    
 
Rationale:  Money market funds are a safe and prudent cash management tool which the County 
is already utilizing.      
 
Point #9:  F. (1) Maturity and Liquidity Requirements       Page 3. 
 
Recommendation:  Amend to clarify.  
(1) Current operating funds will be matched with anticipated cash flow needs and will be kept in 
relatively short-term investments. These short-term investments will include the County’s 
depository bank, money market funds, the State Board of Administration (SBA) pool, repurchase 
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agreements, federal agencies and instrumentalities and U.S. Treasuries with maturities limited to 
one year.    
  
Point #10:  F. (2) Maximum Maturities          Page 4. 
 
Recommendation:  Amend to clarify.  
 
Security      Maturity Limit  
Term Repurchase Agreements    30 days 
GICs and Flex Repos      Anticipated expenditure of proceeds  
 
Point #11:  H. (1) Portfolio Composition         Page 4. 
 
Recommendation:  Adjust percentages to better reflect risk tolerance  
 
Security Type      Portfolio Limit 
Treasuries      100 percent 
Money Market Funds    100 percent  
Agencies and Instrumentalities    80 percent  
SBA      50 percent  
CDs       20 percent 
Term Repurchase Agreements   10 percent 
GICs and Flex Repos *     100 percent of proceeds of a single bond issue.     
 
* All GIC and Flex Repo balances shall be excluded from portfolio asset totals when calculating 
percentages to test portfolio limits.   
 
Rationale:  
Reduced SBA from 100% max following recent issues 
Specified “Term” repo with understanding that flex repo percentage would be bond issue 
dependent.  
Reduced CD percentage due to illiquidity.  
 
Point #12:  K. (3) Authorized Investment Institutions and Dealers     Page 5. 
 
Recommendation:  Amend to clarify.  
In addition, the list may include primary government security dealers and regional brokers and 
dealers that qualify under SEC rule 15c3-1 (Uniform net capital rule) and are registered to do 
business in the state of Florida.     
 
Recommendation:  Add (5) for full disclosure – see below for language: 
(5) The County’s approved list shall be presented to the Board on an annual basis for information 
and disclosure purposes.  
 
Point #13:  L. Third-party Custodial Agreements       Page 5. 
 
Recommendation: Delete reference to Trust departments. The safekeeping function is 
independent from the Trust department.     
 
Point #14:  N. (2) Bid Requirement        Page 5. 
 
Recommendation: Rewrite language as follows to better clarify intent.  
 
(c) If the maturing investment is a CD, and the depository institution has performed to the 
satisfaction of the County, that depository institution shall be asked to submit a competitive bid, 
and that bid shall be equal to or greater than competing bids in order to retain funds.   
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(e) In the event that a broker/dealer initiates and proposes a security swap that provides a 
financial advantage to the County, the County may bypass the process of obtaining bids from 
competing dealers provided that it can verify that it has received fair market value on the trade.   
      
(f) In certain circumstances, when the County believes an investment security with exceptional 
value in the market will not be available for the time it would take to receive additional bids, it 
may, with approval from the Finance Director or Clerk, be purchased without obtaining the 
required three bids, provided that fair market value can be established. Fair market value may be 
established through a similar security that is being offered in the market at the same time.   
 
Point #15:  O. (8) Internal Controls       Page 7. 
 
Recommendation: Delete reference to “avoidance of bearer bonds” 
 
Rationale: Bearer bonds have not been issued since 1982.  
 
 
IV INVESTMENT PORTFOLIO COMPLIANCE  
 
All securities in the portfolio conform to the stated policy authorization, guidelines and 
limitations.  
 
Compliance Points as outlined in the Policy 
 
Objectives  

 Safety - There are no corporate securities in this portfolio, only governments. All 
marketable securities are backed by the U.S. Treasury, or guaranteed by AAA-
rated issuers.  All three money market funds are AAA-rated.    

   
 Liquidity - There is adequate liquidity in the portfolio with more than $400 million 

in fully liquid money market funds and securities scheduled to mature or be 
called away in the next 90 days.  

  
 Income / Relative Performance – With all of the floating rate paper and 

amortizing mortgage-back securities, earnings are quite variable from month to 
month; however, with an overnight market rate of 2.25% as of March 31st, the 
adjusted earnings yield of 2.78% is exceptional.          

 
Maturities  

 Average life of Portfolio not to exceed five years – In a base case scenario, 
excluding money market funds, the estimated average life, according to the 
Prima model is 4.13 years. As interest rates continue to fall, more refinancing 
opportunities will shorten average lives on pass-through securities as home-
owners refinance their mortgages.  If money market funds, holdings in the SBA, 
and bank deposits are factored in, the average life falls to 1.96 years.  

    
 Repurchase Agreements not to exceed 30 days – The sole repurchase 

agreement is a cash management sweep vehicle which acts strictly as an 
overnight investment.  

  
 CDs not to exceed one year – The two CDs in the portfolio, representing a total 

of approximately $21.6 million are both with Colonial Bank and mature in 
October 2008.  

 
 Treasuries not to exceed five years – more than 98% of the Treasury allocation 

is to Treasury-bills maturing on May 29, 2008.  The remainder is in a longer T-
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note position maturing in 2023. This security was purchased 15 years ago and 
is current trading at a substantial gain. Although policy guidelines no longer 
allow the purchase of longer Treasury securities, this $3 million par bond may 
be safely held or sold at a substantial gain of more than $500,000.    

 
 Agencies not to exceed five years – There was a single FHLB step-up bond with 

a stated final maturity in six years that was subsequently called away on April 
28, 2008.       

 
 Mortgage-backs not to exceed 30 years – all mortgage-backs included in the 

portfolio have final maturities of less than of 30 years. Rapid prepayments due 
to multiple refinancing opportunities have resulted in average lives that are 
much shorter.  

 
Portfolio Composition  
 

 Repurchase agreements limited to 5% - The only repurchase agreement in 
effect is used on the investment side of a cash management sweep. At quarter 
end, this represented less than 1% of the portfolio.  

 
 CDs limited to 30% - The percentage allocated to CDs is just over 3%.  

 
 Zero coupon strips limited to 5% - There are no Treasury coupon strips included 

in the portfolio.  
 

 Mortgage-backed securities limited to 30% - the percentage of total assets 
allocated to MBS is approximately 21%.   
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V PORTFOLIO ANALYSIS as of March 31, 2008  

Total Portfolio Asset Allocation 

1%

15%8%3%

40%
11%

21%

AGENCIES
CMOs
MORTGAGES
TREASURIES
SBA FUND A
SBA FUND B
BANK CDs
MONEY MARKETS
SWEEP REPO

 
 
Fifteen percent (15%) of the portfolio has been allocated to full-faith-and-credit U.S. Treasury 
securities while 11% of the portfolio has been invested in Federal agencies which include bonds 
issued by FHLB (5.8%), Fannie Mae (2.9%) and Freddie Mac (2.2%). Agency prices were verified 
via Bloomberg and appeared to be accurate as of report date.  
 
A large 40% is currently held in money market funds which are described in more detail in  
section VI below.  
 
Eight percent (8%) of the County’s assets are held in the Florida SBA pool.  Although the pool 
experienced problems in 2007, the structure has changed and a number of important controls 
have been put into place. An updated look at the SBA is included in section VII below.  
 
Florida bank CD’s make up 3% of the portfolio.     
 
There are a couple of components to this portfolio that on the surface may draw concern.  The 
first is the Collateralized Mortgage Obligations or CMOs. The second are pass-through Mortgage-
Backed Securities or MBSs. Neither of these present a problem for the County.   
 
The two CMOs are among the safest of the mortgage products.  The first is a Sequential Class. 
The second is a Planned Amortization Class (PAC). Both of these classes were designed to be 
shorter and less volatile than a standard pass-through MBS. These particular bonds, which now 
represent only a fractional percentage of the portfolio, were only mentioned in this report because 
riskier CMOs classes have resulted in large losses to other municipal investors in past years.   
 
The mortgage-back securities are secured by pools of mortgage loans. When the homeowner 
makes a payment, principal and interest “pass through” to the County. These pools represent a 
much larger portion of the total portfolio, but are all agency issued.  In the case of Federal 
National Mortgage Association (FNMA or “Fannie Mae”) and Federal Home Loan Mortgage 
Corporation (FHLMC or “Freddie Mac”) pools, the agencies themselves guarantee timely 
payment of principal and interest. The Government National Mortgage Association (GNMA or 
“Ginnie Mae”) pools are backed by the full-faith-and-credit of the US Treasury.    
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The specific MBS types in the portfolio are as follows:  
 Hybrid Arm 3/1  
 Hybrid Arm 5/1  
 Hybrid Arm 7/1  
 Hybrid Arm 10/1  
 GNMA Arm 3/1  
 Conventional Arm 
 30-yr pass-through  
 15-yr pass-through 
 10-yr pass-through  

 
The Hybrid Adjustable Rate Mortgages (ARMs), which make up the majority of the mortgage 
portfolio, pay a fixed rate of interest for a specified number of years (3, 5, 7 or 10) and then float 
based on an index which is typically 6-mo LIBOR, 1-yr LIBOR or the 1-yr Constant Maturity 
Treasury (CMT) plus a spread.  As the reset date approaches, the majority of borrowers 
historically will try and refinance their loans. Part of the uncertainty in today’s market has to do 
with whether they will be able to achieve this given the collapse of housing prices. Mortgage 
prices were verified and appear accurate as of reporting date.    
 
The expected cash flow on the security portfolio is fronted-loaded due to a large Treasury-bill 
maturity in May, Federal agency maturities and called bonds. Subsequent year’s forecasted cash 
flow generally consists of mortgage principal and interest payments.     
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VI  MONEY MARKET FUND ANALYSIS 
  
When evaluating money market funds, it’s important to consider the fund’s authorized 
investments and its fee structure. These two components will, over time, determine the fund yield.  
 
The following is detail on each of the three money market funds with which the County currently 
invests its funds:    
  
1)  INVESCO AIM PREMIER US GOVERNMENT MONEY PORTFOLIO  
 

 Ratings - AAAm (S&P), Aaa (Moody’s)  
 Buys Repo, US Treasuries and Government agencies 
 48-day weighted-average maturity (WAM)  
 $504 million in fund assets  
 Fee - 10 bps (1/10th of 1%)  
 30-day average fund rate - 2.59% 

 
This is a conservative fund with a low fee structure. The longer WAM is beneficial during periods 
in which rates are falling. When the Fed begins raising rates, funds with shorter maturities will 
outperform.  
  
 
2) DREYFUS TREASURY CASH MANAGEMENT   
 

 Ratings - AAAm (S&P), Aaa (Moody’s)  
 Buys US Treasuries and Repo backed by US Treasuries 
 39-day weighted-average maturity (WAM)  
 $15.7 billion in fund assets   
 Fee - 20 bps (1/5th of 1%)  
 30-day average fund rate - 1.81% 

 
This is a 100% Treasury fund with a relatively high fee structure. Although the portfolio quality is 
virtually risk-free, there is a significant opportunity cost associated with a Treasury-only  fund. 
Keep in mind that a 10 basis point increase in yield on a $100 million balance equates to an extra 
$100,000 in annual earnings.    
 
 
3) WELLS FARGO ADVANTAGE   
 

 Ratings - AAAm (S&P), Aaa (Moody’s)  
 Buys Repo and Government agencies 
 27-day weighted average maturity (WAM)  
 $33 billion in fund assets   
 Fee - 20 bps (1/5th of 1%)  
 30-day average fund rate – 2.19% 

 
This Wells Fargo fund purchases the same type of securities as the AIM Premier fund. However, 
the AIM fund had a longer WAM which insulated it better against the aggressive Fed rate cuts 
during the quarter. In addition, the AIM fee is half of the Wells Fargo fund which translated directly 
into a higher rate to fund investors.   
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VII  THE SBA POOL  
 

 Ratings - AAAm (S&P)  
 Buys Repo, Government agencies, Corporate Notes, Commercial Paper  
 17-day weighted average maturity (WAM)  
 $8.6 billion in pool assets   
 Fee - 3.68 bps   
 30-day average fund rate - 2.87% 

 
A number of significant changes have taken place in the Florida SBA pool during the past several 
months. The net effect is that the new pool structure has much improved safety and control. The 
following is a summary of important SBA changes:  
 

 Pool Rating (Dec) - Pool A received a AAAm-rating from S&P.  This will limit the 
maximum weighted-average maturity of the portfolio to 60 days and limit maturities on 
individual securities to a 13-month maximum. The rating also establishes a 5% individual 
issuer limitation.  

 
 Safekeeping (Dec) - Custody of pool assets has been transferred to the Bank of New 

York / Mellon Financial.  
 

 Oversight (Dec) - An independent monthly committee was formed to report on holdings 
and performance.     

 
 New Management (Jan) - Federated Investors was selected to succeed interim manager 

BlackRock as the internal pool manager. Federated was established in 1955 and is 
currently one of the largest funds management companies in the US with assets of more 
than $300 billion.   

 
 Compliance (March) - A full-time independent compliance officer position was created to 

monitor the portfolio on an ongoing basis.   
 

 Fee Structure - The fee structure associated with external management and custody is 
currently 3.68 basis points. Although this above the 1.5 bp external fee that had been 
previously charged, it is well below the typical fee charged by institutional money market 
funds.  

 
 Disclosure – The portfolio of assets is posted weekly on the SBA website.  

 
 
The improved controls, safeguards and procedures now make the SBA pool a safe, 
viable investment option for liquid funds.    
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VIII  SCENARIO ANALYSIS  
  
The analysis that was done by the PRIMA system differs from a scenario analysis recently 
performed by SunTrust. Neither report is incorrect. The difference is in the subjective input data to 
the two models that generate the reports. The big question regarding mortgage-backs is how they 
will prepay as lending rates move higher and lower. The input gets complicated in this unusual 
housing environment because it is not clear that homeowners who would normally be able to 
refinance away from adjustable rate mortgages will be able to do so. The Prima modeling, which 
excluded all called and matured securities, considered six rate scenarios up and down 50 basis 
points from the base to calculate the following:      
 

Because this analysis does not include the money market 
fund balances, the duration appears longer than it would 
otherwise. However, the portfolio duration remains reasonably 
stable as interest rates rise. The notion that rates could fall 
much further from current levels is unlikely.  A 150 basis drop 
is not accurately measured by this model. If rates were to 
increase by 150 basis points, security duration would be 
expected to extend from 2.7 to 4.2 years.      
 
 

 
The market value of the portfolio falls as rates rise and  
duration lengthens, but degree of portfolio deterioration 
resulting from a 150 basis point increase is expected to 
represent only a five percentage point decline. In a buy-and-
hold scenario, this drop in book value would not result in a 
realized loss. However, this price depreciation model scenario 
suggests that additional allocation to mortgage-backs prior to 
Fed rate hikes will subject the County to a higher degree of 
price volatility. 
    
 
Total return is a function of security yield, plus or minus 
increases or decreases in market price. As interest rates rise, 
total return falls. This is a normal occurrence regardless of the 
security types held in the portfolio. Although the County 
portfolio’s return would decrease, yields on existing securities 
as well as rates on money market funds and rollover CD’s 
would increase. The degree of return volatility that the model 
predicts is minimal in relative terms.   
 
 

 
The thing to take away from any scenario analysis is how much volatility the portfolio displays as 
rates change. In the case of this portfolio, the overall volatility is reasonable.    
 
 

-150 $104.64
-100 $104.01
-50 $103.11

Base $101.83
+50 $100.22
+100 $98.36
+150 $96.39

Horizon Market Price 

-150 2.67
-100 3.35
-50 3.78

Base 3.56
+50 3.05
+100 2.37
+150 1.61

Total Return Profile 

-150 n/a 
-100 0.64
-50 1.78

Base 2.71
+50 3.42
+100 3.92
+150 4.20

Horizon Duration (yrs) 
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IX STRATEGY IN THE CURRENT MARKETS   
 
Because the Fed appears to be nearing completion of the current easing cycle, the market has 
begun anticipating when tightening, or expected rate hikes, will begin. If inflationary pressure 
eases as the economy slows, the Fed will be afforded the luxury of maintaining short term rates 
at current levels, but if inflationary pressures increase, the timing and magnitude of the rate hikes 
could be quite dramatic. The general effect on the existing mortgage-back portfolio during rate 
tightening, would be a lengthening of average life as home owners are less likely to refinance or 
make extra principal payments against their loans. Thus, with yields near a 4-year low, a prudent 
strategy would be to limit market risk by purchasing securities with maturities not to exceed 12 to 
15 months. With approximately 45% of the security portfolio already invested in mortgage-back 
securities, further investment in this security types should be limited. Federal agency “bullet” 
paper issued by Fannie Mae, Freddie Mac, Federal Home Loan Bank and Federal Farm Credit 
Bank are preferred over additional mortgage-backs. As interest rates rise, callable agencies may 
have value depending on the spread offered over non-callable issues.  
 
Money market funds and constant dollar investment pools should outperform most security types 
as interest rates rise. Thus, it’s beneficial to maintain a higher percentage in overnight 
investments during periods of Fed tightening. The specific money market funds selected can 
have a significant impact on earnings.  Unless there is a specific requirement to do so, Treasury-
only money market funds are not recommended, simply because the yield is so low compared to 
other fund choices. It also pays to shop money market funds as rates can vary among even the 
largest and well known fund families.  
 
The SBA pool is now AAA-rated and managed by one of the Nation’s premier money managers. 
Because it is operated as a LGIP, it is subject to a 60-day WAM limitation, which is more 
conservative than AAA-rated money market fund guidelines. Consider the SBA pool relative to 
comparable money market funds.      
 
Bank CD’s often offer higher rates relative to Federal agencies during periods of Fed easing. 
Consider CD’s relative to agencies with comparable maturities.            

  
 

X SUMMARY  
 
The Policy is in need of an update to better reflect changes that have occurred in the market in 
recent years. Otherwise, the Policy meets the requirements as set forth in Florida Statute 
218.415. Likewise, all securities held in the portfolio as of the reporting date are authorized under 
existing policy.  Although the portfolio contains mortgages, a sector that has experienced notable 
liquidity problems in recent months, the actual securities held by the County are of the safer 
variety and total only 21% of overall investment assets and 45% of the security portfolio. All other 
investments are even more conservative and don’t present any apparent problems in the current 
market, or in the event that the Fed reverses monetary policy and starts raising rates later this 
year or in 2009. Portfolio prices have been verified and appear accurate. The portfolio earnings 
are solid, although with high percentages held in money market funds, it’s strongly suggested that 
the County continue to look for the best available funds at any given time.               
  
 
Scott McIntyre, CFA 
Senior Portfolio Manager  
 
This information has been provided at your request for informational purposes only.  It has been 
obtained from sources believed to be reliable; however, First Southwest Company does not 
guarantee the accuracy of completeness of the above information. 
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MONEY MARKET FUND DETAIL 
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EXHIBIT C 

 
STANDARD & POOR’S FUND PROFILE – SBA POOL  
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COUNTY INVESTMENT LISTING AS OF MARCH 31, 2008 

 
 
 
 
 
 



31-Mar-08

CUSIP 
Number Type/Name of Security  Market Value 

Coupon 
Rate

Yield to 
Maturity

Maturity 
Date

Purchase 
Date

PURCH 
% 

  Purchase 
Price  

  Accrued 
Interest 

AGENCIES
31339YPW6 FHLB AGENCY NOTE 5,001,550 3.160 3.16 7/21/2008 8/26/2003 97.05% 4,852,500 30,722
3133X63Q7 FHLB AGENCY NOTE 5,003,150 3.250 3.25 4/28/2008 4/28/2004 100.00% 5,000,000 69,063
3133X63X2 FHLB MULTI-STEP STRUCTURE 5,004,700 4.000 3.98 4/28/2014 4/28/2004 100.00% 5,000,000 85,000
3133X1VY0 FHLB AGENCY NOTE 5,051,550 4.000 2.31 11/14/2008 11/14/2003 100.00% 5,000,000 76,111
3133XNES4 FHLB AGENCY NOTE 2,080,750 4.750 4.31 12/12/2011 12/12/2007 100.00% 2,050,000 29,483
3133XEK32 FHLB MULTI-STEP STRUCTURE 5,185,950 4.850 2.24 8/17/2009 2/17/2006 100.00% 5,000,000 30,556
3133XNEM7 FHLB AGENCY NOTE 2,961,063 5.000 4.91 11/28/2012 11/28/2007 100.00% 2,950,000 50,396
3133XJQE1 FHLB DEB 5,062,500 5.450 5.09 2/15/2012 2/15/2007 100.00% 5,000,000 34,819
3133XFJM9 FHLB AGENCY NOTE 5,100,000 5.520 4.83 5/24/2011 5/24/2006 100.00% 5,000,000 97,367
3128X26T7 FHLMC MULTI-STEP STRUCTURE 5,005,850 3.500 4.46 4/22/2011 4/22/2004 100.00% 5,000,000 99,375
3128X2PQ2 FHLMC MULTI-STEP STRUCTURE 5,241,950 3.000 2.28 1/29/2010 1/29/2004 100.00% 5,000,000 43,056
3128X2YT6 FHLMC MULTI-STEP STRUCTURE 5,187,500 3.000 2.26 8/25/2009 2/25/2004 100.00% 5,000,000 25,000
31359MXL2 FNMA AGENCY NOTE 5,068,750 4.000 2.29 1/26/2009 1/26/2005 100.00% 5,000,000 36,111
3136F5JM4 FNMA MULTI-STEP STRUCTURE 5,107,800 3.500 1.77 3/23/2009 3/23/2004 100.00% 5,000,000 4,444
3136F4RB2 FNMA AGENCY NOTE 5,014,050 5.125 5.05 5/4/2012 11/4/2003 99.88% 4,993,750 104,635
31398ABC5 FNMA GLOBAL NT 5,095,300 5.300 4.78 5/7/2012 6/1/2007 99.45% 4,972,500 106,000

Total Agencies 76,172,413 922,138

CMOs
31358FBS7 FNMA SERIES 1990-118 CLASS G 76,194 5.810 5.44 9/25/2020 7/25/1995 94.50% 3,536,190 363
31358GY43 FNMA SERIES 1991-56 CLASS M 38,176 6.750 6.27 6/25/2021 10/19/1993 102.13% 1,327,625 206

Total CMOs 114,370 569

MBS
3128FHCT7 MBS FHLMC Gold 30-Yr 298,373 6.500 6.02 5/1/2026 7/25/2001 100.25% 3,431,198 1,536
31294JUL0 MBS FHLMC Gold 15-Yr 240,257 5.500 4.96 10/1/2013 11/17/1998 99.44% 2,983,125 1,074
31280JMK7 MBS FHLMC Gold 15-Yr 91,760 5.500 4.52 5/1/2009 11/17/1998 99.78% 3,744,319 416
31280RCN4 MBS FHLMC Gold 15-Yr 103,564 5.500 4.92 4/1/2013 11/17/1998 98.97% 3,117,516 463
3128GKER1 MBS FHLMC Gold 15-Yr 82,696 5.500 4.74 4/1/2011 6/21/2001 99.47% 1,943,753 371

DETAIL SCHEDULE OF INVESTMENTS
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31283KTB4 MBS FHLMC Gold 10-Yr 1,978,422 4.000 3.85 8/1/2013 8/28/2003 99.88% 4,993,750 6,549
3128M1TL3 MBS FHLMC Gold 15-Yr 4,173,941 5.500 5.26 10/1/2021 1/31/2007 99.81% 4,998,881 18,708
31282RXH2 MBS FHLMC Gold 7-Yr 70,232 5.500 5.45 4/1/2008 4/25/2001 99.63% 4,981,250 319
3128QJAY2 FHLM ARM Pool 1G0923 3,884,729 5.688 5.58 4/1/2036 2/22/2007 99.95% 4,716,120 36,230
3128QJG26 FHLM ARM Pool 1G117 12,647,590 5.038 5.07 9/1/2035 11/21/2007 99.25% 12,684,310 106,323
3128QJYB6 FLMC PARTN CTF ARM POOL 9,580,840 5.639 5.58 3/1/2037 4/24/2007 99.96% 9,994,848 89,328
3128QJ3C8 MBS FHLMC Gold 30-Yr 9,830,531 5.620 5.57 4/1/2037 5/27/2007 99.97% 9,996,875 90,864
3128NGF26 FLMC PARTN CTF ARM POOL 2,855,709 5.663 5.62 2/1/2037 4/24/2007 100.00% 2,963,300 26,790
3128NGF34 FLMC PARTN CTF ARM POOL 4,669,652 5.787 5.74 3/1/2037 6/21/2007 99.32% 4,851,780 44,117
3128QLRC7 FLMC PARTN CTF ARM POOL 3,438,946 5.394 5.36 1/1/2036 4/24/2007 99.50% 3,621,398 30,581
31349TWL1 MBS FHLMC ARM 4,138,291 5.036 4.89 10/1/2034 7/24/2006 96.85% 4,970,297 33,571
31349T6B2 FHLM ARM Pool 3,112,784 5.802 5.69 4/1/2036 8/23/2006 99.60% 4,267,703 29,570
31348SLE2 MBS FHLMC TSY ARM 32,766 4.329 6.53 12/1/2026 11/23/1999 100.00% 2,000,000 359
31348S5K6 MBS FHLMC TSY ARM 22,549 4.536 6.98 3/1/2028 11/23/1999 100.00% 4,022,788 264
31295KN83 MBS FHLMC TSY ARM 47,823 3.672 6.90 7/1/2029 11/24/1999 99.58% 1,848,950 554
31295KPW8 MBS FHLMC TSY ARM 111,408 4.283 7.07 9/1/2029 10/25/1999 99.44% 3,977,500 1,318
31295KZU1 MBS FHLMC TSY ARM 19,168 3.950 7.20 4/1/2030 5/24/2000 100.00% 3,000,000 231
3128JRQQ2 FLMHC CTF ARM 8,792,213 5.250 5.17 11/1/1936 12/29/2006 99.80% 9,893,409 75,300
31369BJJ5 MBS FNMA 1-YR TSY ARM 118,434 4.583 5.41 2/1/2023 2/23/1998 101.22% 1,063,544 540
31369YJ48 MBS FNMA 1-YR TSY ARM SF 23,094 3.045 6.54 6/1/2023 7/22/1993 101.94% 1,489,617 128
31371GS68 MBS FNMA 15-YR CONVENTIONAL 150,775 5.500 4.90 3/1/2013 11/17/1998 99.16% 2,209,905 673
31371HEQ7 MBS FNMA Conventional 27,512 5.500 5.08 12/1/2008 12/15/1998 100.00% 3,494,600 126
31371HFH6 MBS FNMA 15-YR CONVENTIONAL 20,364 5.500 5.12 1/1/2009 12/15/1998 100.00% 2,027,118 93
31371HJ82 MBS - FIXED RATE FNMA 12,578 6.000 5.28 4/1/2009 6/21/1999 99.06% 998,776 62
31371HJ90 MBS FNMA CONVENTIONAL 36,544 5.500 5.02 3/1/2009 3/19/1999 99.22% 2,976,563 167
31371HNF1 MBS FNMA CONVENTIONAL 20,043 6.000 5.18 4/1/2009 5/20/1999 99.66% 1,390,205 99
31371HPC6 MBS FNMA Conventional 92,482 5.500 4.95 5/1/2009 5/20/1999 98.88% 4,943,750 421
31371HSY5 MBS - FIXED RATE FNMA 41,153 6.000 5.20 6/1/2009 6/21/1999 99.06% 1,981,250 204
31371KAL5 MBS FNMA CONVENTIONAL 95,215 5.500 5.46 5/1/2008 6/21/2001 99.25% 4,920,977 433
31371LDN6 MBS FNMA 10-Yr MF 1,955,739 4.000 3.88 9/1/2013 8/18/2003 99.31% 4,965,625 6,481
31371LE62 MBS-FNMA 10YR CONV MULTIFAM 1,989,571 4.000 3.88 10/1/2013 9/18/2003 99.13% 4,956,250 6,594
31371LRK7 MBS FNMA 10-YR CONVENTIONAL 2,425,820 4.000 3.92 6/1/2014 5/18/2004 97.81% 4,898,159 8,049
31374TC31 MBS FNMA 15-YR CONVENTIONAL 233,685 6.000 5.29 9/1/2013 5/20/1999 99.86% 5,292,547 1,131
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31380GUY3 MBS FNMA Conventional 55,416 5.500 5.19 12/1/2008 12/15/1998 100.00% 4,421,163 254
31380LKE7 MBS FNMA ARM SF 37,614 4.090 6.29 11/1/2027 12/23/1998 101.22% 3,542,656 199
31383K6X0 MBS FNMA 3X1 TSY ARM 77,716 3.919 6.89 7/1/2029 8/25/1999 98.91% 2,967,188 449
31383NZU8 MBS FNMA 1-YR TSY ARM SF 197,728 3.999 6.86 8/1/2029 7/30/1999 100.50% 3,578,571 1,136
31383UJD8 MBS FNMA 3X1 TSY ARM 34,869 4.260 6.97 8/1/2029 9/23/1999 99.72% 4,994,991 204
31384VQU9 MBS FNMA 3X1 TSY ARM 88,854 4.781 6.11 1/1/2030 5/23/2001 102.50% 5,864,148 456
31385HR46 MBS FNMA 15-YR CONVENTIONAL 623,415 5.500 5.02 9/1/2014 9/20/2001 99.69% 7,111,171 2,785
31387C3Z2 MBS FNMA 15-YR CONVENTIONAL 392,312 5.500 5.09 4/1/2016 9/20/2001 98.97% 4,156,688 1,752
31387DV63 MBS FNMA 3X1 TSY ARM 33,606 3.827 6.75 5/1/2031 5/23/2001 101.69% 5,160,885 190
31391BC39 FNMA ARM TBA Allocation 639,644 4.188 6.44 9/1/2032 9/25/2002 99.13% 4,956,250 3,448
31400L5H3 MBS-FNMA PASSTHRU CTF ARM 1,900,479 5.667 5.59 5/1/2037 8/23/2007 98.70% 1,904,695 8,878
31401DES6 MBS FNMA 15-YR CONVENTIONAL 2,961,974 4.000 4.21 5/1/2018 4/24/2003 99.56% 4,978,125 10,047
31401HTJ1 MBS FNMA 15-YR CONVENTIONAL 2,218,486 4.000 4.21 6/1/2018 5/19/2003 99.19% 4,959,375 7,525
31402KUQ5 MBS FNMA 3X1 TSY ARM SF 1,507,123 3.481 3.37 10/1/2033 9/30/2003 99.63% 3,985,000 4,252
31403N7D3 MBS-FNMA PASSTHRU CTF ARM 1,827,302 5.000 4.83 11/1/2018 4/20/2006 97.80% 2,545,012 7,507
31404AE91 MBS FNMA 1yr Libor ARM 1,490,959 3.073 3.12 11/1/2033 10/25/2004 99.13% 3,946,077 3,881
31404CMN7 MBS FNMA 1yr Libor ARM 3,100,267 3.618 3.51 6/1/2034 11/23/2004 99.50% 4,975,000 9,151
31405DVG9 MBS-FNMA PASSTHRU CTF ARM 786415 1,723,556 4.783 4.81 7/1/2034 10/24/2007 99.73% 2,031,014 6,909
31407FU24 MBS-FNMA PASSTHRU CTF ARM 829601 4,881,224 5.216 4.96 8/1/2035 10/24/2007 99.40% 4,832,768 20,427
31408EQ39 FNMA ARM Pool 4,362,570 5.665 5.49 1/1/2036 8/23/2006 99.62% 5,717,803 20,022
31408G7J0 FNMA Passthru CTF Arm Pool 2,678,682 5.348 5.30 2/1/2036 9/21/2006 99.63% 2,988,427 11,852
31409UTA3 FNMA Passthru CTF Arm Pool 8,560,479 5.198 5.11 3/1/2036 11/30/2006 99.75% 10,104,781 36,589
31410AEP7 FNMA Passthru CTF Arm Pool 10,374,100 5.434 5.32 6/1/2036 9/21/2006 99.94% 12,050,265 46,190
31411VQ44 FNMA Passthru CTF Arm Pool 5,010,025 5.463 5.44 5/1/2037 6/22/2007 99.55% 4,976,176 22,730
31413B3Q2 FNMA Passthru CTF Arm Pool 9,255,205 5.639 5.58 7/1/2037 8/15/2007 99.21% 9,641,866 43,151
36209EA69 MBS GNMA I 30-YR SF 150,172 6.750 6.20 2/15/2028 1/25/2000 94.64% 1,604,700 795
36211QY54 GNMA Passthru CTF Pool 1,518,646 5.000 4.84 4/15/2021 7/19/2006 96.04% 1,581,489 6,231
36201XQ50 GNMA Passthru CTF Pool 2,557,487 5.000 4.84 5/15/2021 7/19/2006 96.30% 3,400,220 10,494
36292LB37 GNMA Passthru CTF Pool 1,136,653 5.000 4.84 4/15/2021 7/19/2006 94.86% 1,470,344 4,664
36202KWW1 MBS GNMA II 1-YR TSY ARM 76,216 3.375 6.09 3/20/2021 5/31/1995 101.69% 2,440,500 395
36225CTZ9 MBS GNMA II 1-YR TSY ARM 537,581 2.750 5.68 1/20/2032 2/25/2002 99.84% 4,999,816 2,553
36202BCP8 MBS GNMA II 30-YR SF 25,083 8.500 7.38 3/20/2023 9/21/1993 105.94% 3,330,816 161
36202J6M5 GNMA II'S 35,823 4.125 5.13 11/20/2022 8/24/1995 101.00% 1,545,300 153
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36202KME2 MBS GNMA II 1-YR TSY ARM 48,893 3.750 5.55 7/20/2024 6/22/1995 101.75% 2,504,628 227
36202KPD1 MBS GNMA II 1-YR TSY ARM 44,336 4.125 5.13 10/20/2024 6/22/1995 101.50% 2,052,360 190
36202K7D1 MBS GNMA II 1-YR TSY ARM 154,048 3.375 6.14 6/20/2022 6/22/1995 101.59% 4,063,750 801
36225CKE5 MBS GNMA II 1-YR TSY ARM 106,584 3.500 6.19 8/20/2031 8/23/2001 99.81% 3,560,837 554
36225CNP7 MBS GNMA II 1-YR TSY ARM 115,134 4.125 6.18 10/20/2024 6/22/1995 101.50% 2,052,360 598
36225CSM9 MBS GNMA II 1-YR TSY ARM 190,746 3.375 5.59 4/20/2030 5/24/2000 99.77% 3,990,625 890
36225CSZ0 MBS GNMA II 1-YR TSY ARM 290,972 3.500 5.59 7/20/2031 8/23/2001 99.81% 1,431,979 1,357

Total Mtg Back Securties 148,489,235 920,084

912810EP9 U.S. TREASURY BOND 3,975,240 7.125 4.17 2/15/2023 9/10/1993 114.63% 3,438,750 27,012

912795E64 U.S. TREASURY BILL 98,407,500.00  5/29/2008 11/29/2007 98.41% 98,407,500.00  1,085,000

STATE BOARD OF ADMINISTRATION:
FUND A 57,721,671       
FUND B 8,513,813         

66,235,483       

CERTIFICATES OF DEPOSIT 21,617,445       271,149      

MONEY MARKET FUNDS 272,335,563     

REPURCHASE AGREEMENT 6,323,419         

TOTAL ALL INVESTMENTS 693,670,667$   3,225,952$ 
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